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Rules for a New Public Finance Professional (1991) 
 
� Always carry a pen and paper to take notes 

� Never leave your desk w/o your HP12C 

�  Never keep your clients or boss waiting 

� The most junior person always pays the check 

� If you don’t know anything, at least look nice 
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Rules of the Road: 2008 
 

� Do what the lawyers tell you to do 
Disclaimer 
Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements.  This presentation is not a commitment to lend, syndicate a 


financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you.  By accepting this presentation, subject to applicable law or 


regulation, you agree to keep confidential the existence of and proposed terms for any transaction contemplated hereby (a “Transaction”). 
 

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the 


legal, tax and accounting characterizations and consequences of any such Transaction.  In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying 


on us for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) 


you should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters.  By acceptance of these 


materials, you and we hereby agree that from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any 
 

Transaction shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.  


IRS Circular 230 Disclosure:  Citigroup, Inc. and its affiliates do not provide tax or legal advice.  Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or relied upon, by 
 

you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of the Transaction.  Accordingly, you should seek advice based on your particular 


circumstances from an independent tax advisor. 
 

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with  us. We will ask for your complete name, street address, and taxpayer ID number.  


We may also request corporate formation documents, or other forms of identification, to verify information provided.
 

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers.  These indications are provided solely for your information and consideration, are subject to change at any time 


without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument.  The information contained in this presentation may include results of analyses from a quantitative model which 


represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product.  Any estimates included herein constitute our judgment as of the date hereof 


and are subject to change without any notice.  We and/or our affiliates may make a market in these instruments for our customers and for our own account.  Accordingly, we may have a position in any such instrument at any 
 

time. 
 

We maintain a policy of strict compliance to the anti-tying provisions of the U.S. Bank Holding Company Act of 1956, as amended, and the regulations issued by the Federal Reserve Board implementing the anti-tying rules 


(collectively, the "Anti-tying Rules").  Moreover, our credit policies provide that credit must be underwritten in a safe and sound manner and be consistent with Section 23B of the Federal Reserve Act and the requirements of 


federal law.  Consistent with these requirements and our Anti-tying Policy: 
 

· The extension of commercial loans or other products or services to you by Citibank, N.A. (“Citibank”) or any of its subsidiaries will not be conditioned on your taking other products or services offered by Citibank or any of its 


subsidiaries or affiliates, unless such a condition is permitted under an exception to the Anti-tying Rules. 


· We will not vary the price or other terms of any product or service offered by Citibank or its subsidiaries on the condition that you purchase another product or service from Citibank or any Citigroup affiliate, unless we are 


authorized to do so under an exception to the Anti-tying Rules. 


· We will not require you to provide property or services to Citibank or any affiliate of Citibank as a condition to the extension of a commercial loan to you by Citibank or any of its subsidiaries, unless such a requirement is 


reasonably required to protect the safety and soundness of the loan. 
 

· We will not require you to refrain from doing business with a competitor of Citigroup or any of its affiliates as a condition to receiving a commercial loan from Citibank or any of its subsidiaries, unless the requirement is 


reasonably designed to ensure the soundness of the loan. 
 

Although this material may contain publicly available information about Citigroup corporate bond research or economic and market analysis, Citigroup policy (i) prohibits employees from offering, directly or indirectly, a 


favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for specific
 

recommendations or views contained in research reports.  So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citigroup has enacted policies and procedures 


designed to limit communications between its investment banking and research personnel to specifically prescribed circumstances. 
 

© 2006 Citigroup Global Markets Inc. Member SIPC. All rights reserved.  CITIGROUP and the Umbrella Device are trademarks and service marks of Citigroup or its affiliates and are used and registered throughout the 


world.
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The Legal Framework for Municipal Bonds in California 

� Legal Issues 
�  State law is a huge driver, and the key to understanding 

financing types 
� California Constitutional Debt Limitation – Article XVI, 

Section 18 of the California Constitution – 

• Prohibits cities, counties and school districts from entering into 
indebtedness or liability exceeding in any year the income and 
revenue provided in such year 

•	 “Indebtedness” requires: 
9Voter approval 
9Levy of additional property tax to pay debt service 
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The Legal Framework – Case Law Exceptions to Debt Limit 
 

� Lease exception (contingent obligation exception) – 
“Offner-Dean” exception 
• Payment for “beneficial use and occupancy” of leased facilities in that year 
• Payment abated with loss of use and occupancy 
• No acceleration of future rent in the case of a payment failure 
• Rent cannot exceed “fair rental value” of leased assets 

� Special fund exception 
• Debt limitation does not apply to debt that is paid from special revenues to 

finance an asset which is part of a project or system generating such 
revenues 

• Enterprise fund revenue debt, paid out of service fees and other user charges 
• Special taxes, fees, assessments or "conduit" finance with private parties 
• In the event that special fund revenue are insufficient, there can be no 


obligation of local agency to pay debt service 
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The Legal Framework – Case Law Exceptions to Debt Limit 
 

� Note exception 
• Obligations paid out of current revenues – e.g., short-term revenue 

anticipation notes 

� Obligations imposed by law 
• Judgment Obligation Bonds 
• Pension Obligation Bonds 
• Certain Teeter Financings 

� Everything that is not a general obligation bond is a product of 
case law establishing exceptions to the debt limit 
• State indebtedness requires majority vote approval and no special tax 
• Special districts exempted from constitutional restrictions because 

historically they did not levy ad valorem taxes 
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Types of Financings: General Obligation vs. Revenue Bonds 

California Municipal Issues (2000 - Present) 

12.9 
19.5 

29.7 33.5 

21.1 
27.9 

22.4 

35.7 

20.3 

16.2 

25.7 

45.6 
43.8 

46.6 
38.6 

33.3 

43.7 

35.1 

-

10.00 

20.00 

30.00 

40.00 

50.00 

60.00 

70.00 

80.00 

90.00 

Pa
r A

m
ou

nt
 ($

B
ill

io
ns

) 

Revenue 
G.O. 

2000 2001 2002 2003 2004 2005 2006 2007 2008 
 

Source: Thomson Financial.  2008 figures reflect YTD volume as of 9/28/08. 

6 



General Obligation Bonds vs. Revenue Bonds
 

General Obligation Bonds Revenue Bonds
 

Authority for 
Issuance: 

55% or 66.7% voter approval No voter approval required 

Security: Ad Valorem Tax on property within the 
District 

Gross and/or Net Revenues of enterprise 

Credit Factors: • Regional economic and demographic 
factors 

• Profile and composition of tax base 

• Governance and Management 

• Debt structuring and legal covenants 

• Payor Mix and Profitability 

• Market Share and Utilization 

• Governance and Management 

• Debt structuring and legal covenants 

Risk Factors: • Downturn in real estate values 

• Tax delinquencies 

• Natural disasters (wildfires, 
earthquakes) 

• Profitability 

• Execution of Rate Policy 

• Regulatory environment 

• Competition, staffing levels 

• Costs: supplies, insurance 

• Natural disasters (wildfires, earthquakes) 
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General Obligation Bonds 
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Proposition 46 and 39 Authorization Summary
 

PROPOSITION 46 BONDS PROPOSITION 39 BONDS 

� Majority of Governing Board 
must call the bond election 
�  2/3 Voter Approval 
�  Less options for use of

proceeds 
�  No Citizens Oversight

Committee required 
�  Not limited to a particular tax 

rate 

�  2/3 of Governing Board must
call the bond election 

� 55% voter approval 
� More flexible for use of 

proceeds however a project 
list required 

� Citizens Oversight
Committee required to
perform annual audits of
bond proceed expenditures 

� Tax rate limitations apply:
$60 for unified, $30 for 
elementary and high school
districts 
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G.O. Bond Election Basics
 

� Proposition 46 

• Reinstated ability to issue voter approved General
Obligation Bonds in California with 2/3rds voter approval 

• Limitations 
– 2.5% of Assessed Valuation (AV) for Unified School Districts & 

Community College Districts 

– 1.25$ of AV for Elementary and High School Districts 

– 2.5% for Cities and Counties 
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Proposition 39 Elections
 

� 55% Voter Approval 

� Accountability and Spending Requirements
• Annual Financial & Performance Audit 
• Specific List of Projects 

� Maximum Tax Rate 
• Unified School District: $60 per $100,000 Assessed Valuation 
• High School District: $30 per $100,000 Assessed Valuation 
• Elementary School District: $30 per $100,000 Assessed Valuation 

� Citizens’ Oversight Committee must be formed 
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Citizens’ Oversight Committee
 

� 7 Members (maybe larger) 

� 2 Year terms (no more than two consecutive terms)
without pay 

� Must have a representative for each of the categories
below: 
• Local business person within the District
• Person active in a Senior Citizens’ Organization
• Person active in a bona fide taxpayers’ organization


• Parent of a currently enrolled student
• Parent of a currently enrolled student that is active in

a parent-teacher organization
• 2 representatives of the public 
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General Tax Rate Structuring Considerations
 

�	 Approach to Public Sensitivity for Current and Additional 
Taxes 

�	 Current and Projected Bonding Capacity 

�	 Educational Code versus Government Code Bond Issuance 
(Length of Proposed Tax) 

�	 Current and Projected Interest Rates 

�	 Timing and Amounts of Bond Sales 

13 



Tax Rate Structuring Variables
 

What variables effect a District’s tax rate? 

�	 Tax Rate = (Annual Debt Service + Reserve (1)) / (Assessed 
Valuation) 

�	 Positive or Negative Changes in Assessed Valuation of Taxable 
Property 

�	 Amortization of General Obligation Bond Debt Service (Term and 
Structure) 

�	 Current and Projected Interest Rates 

�	 Timing and Amounts of Bond Sales 

(1) Varies from County to County. Tax levies tend to range anywhere from 12 to 24 
months of required debt service payments. 
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Assessed Valuation Growth Impact on Tax Rate
 

SAMPLE CALIFORNIA PUBLIC AGENCY 
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Slower AV Growth at 3.00% 

Target AV Growth at 4.50% 

Faster AV Growth at 6.00% 

TARGET 


GROWTH
 

SLOWER 
GROWTH 

Year 1 Year 5 Year 15 Year 25 Year 30 Year 40 

Tax Rate at Assessed 
Value Growth of 4.50% $60.00 $60.00 $60.00 $60.00 $60.00 $60.00 

Tax Rate at Assessed 
Value Growth of 3.00% $60.87 $64.50 $74.53 $86.12 $92.58 $102.38 

Tax Rate at Assessed 
Value Growth of 6.00% $59.15 $55.87 $48.45 $42.02 $39.13 $32.57 

*Tax rate estimates are per $100,000 of assessed valuation 
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Certificates of Participation
 

(“COPs”) 
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Summary 
 

� Exempt from Debt Limitation 

� Board Authorization 

� No Voter Approval 

� Often Used as a Supplement or Bridge Financing
for General Obligation Bonds 

� Requires Pledged Assets to Function as Leased Asset 
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Lease Structure 
 

Lease 
 

Investor 

Payments 

Proceeds 

Public Agency/ 
Corporation/ 

Trustee 

Project Funds
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Commonly Financed Projects
 

Both real property and equipment are commonly financed through 
COPs, including: 

Equipment Real Property 

Telephone Systems Administration Buildings 
 

Vans/Automobiles Portable Buildings
 

Computers Multi-use Facilities 
 

Energy Conservation Equipment Auditoriums 
 

Parking Facilities 
 

Remodeling/Renovations 
 

Any Asset that can be Leased
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Structuring Consideration
 

� Property Leased vs. Projects Funded 

� Identification of Numerous Assets on a Single Parcel 

� Numerous Projects Financed in a Single Financing 
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Property vs. Projects Funded
 

Leased Property 

Î 

Funded Projects 
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Tax and Revenue 

Anticipation Notes 
 

“TRANS” 
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Overview
 

Tax and Revenue Anticipation Notes (TRANs)
 

�  Pool or Stand Alone Issue 

� Sizing 

� Tax Considerations 

� Accounting Issues 

� Issuance Calendar 
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What are TRANS? 
 

Short-Term Borrowings 

Issue Date 

Maturity Date 

Purpose 

up to 12 Month Borrowing 

on or after July 1 

within 12 months 

�  Even Out Monthly Cashflow of General Fund 

� Cover Temporary Cash Flow Deficits 

� Potential Revenues from Arbitrage 

24 



State and Federal Regulations
 

9  California Government 
Code §53650 

�  

� 

Limits borrowing amount to 85% 
Budgeted Revenues 
Limits term to 15 months 
Budgeted Revenues 

9 Federal Regulations � Exempt from Arbitrage Rebate if sized 
within regulations 
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Federal Regulations
 

Projected Cash Flow Deficit 

Plus (+) 
Working Capital Reserve 

Equals (=) Maximum TRANs Size
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Sample Gross Spreads
 

6.0% 

5.0% 

4.0% 

3.0% 

2.0% 

1.0% 

0.0% 

0.92% 

1.61% 

3.62% 

1.25% 

2.24% 

3.72% 

5.39% 5.36% 

3.26% 

1.65% 

3.50% 

2.60% 

0.3
3%

 0.6
3%

 1.1
2%

 

1.8
9%

 

1.7
4%

 

1.6
1%

 

2003 2004 2005 2006 2007 2008 
TRAN Borrowing Yield Reinvestment Yield Spread 
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Maximizing TRAN Benefits
 

�  Low Beginning Cash Balances 

� Finding Lowest Cash Balance Date
 

�  Prepayments
• Retirement 
• Benefits 
• Transfers 
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IRS Notice 2001-49 
 

� Issued August 20, 2001 

� Continuing to Examine the Artificial Restriction of Available 
Funds for working capital purposes 

� Deficit Comparison -Actual to Projected Deficit will be 
compared 

• Must have a Reasonable Explanation if Projected 
Deficit is Greater than Previous Year’s Actual Deficit 
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Restricted Cash 
 

� Board Action 

� Specific Purpose 

� Time Parameters 
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Examples of Restricted Cash 
 

Good
 

� Capital Projects 

� Encumbrances 

� Substantiated Liability
Reserves 

� Debt Service Funds 

� “Other People’s
Money” 

Bad
 
� Contingency 


Reserves 
 

� Emergency 


Reserves 
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TRANs Summary 
 

� Cash Management Tool 

• Even Out Monthly Cash Flows 

• Arbitrage Earnings 

� TRAN Amount Limited by State and Federal 
Regulations 

� 2-3 Months Lead Time in Issuing TRANs 

� Low Costs of Borrowing for Cash Flow 
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Revenue Bonds 
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Types of Revenue and Limited Obligation Bonds
 

California Municipal Issues (2000 to date) 
 
Category Amount ($bil) 

Utility (Water, Sewer, Power) 78.57 

Lease Revenue and COPs 50.76 

Housing 30.67 

Health Care 29.38 

Tax Allocation / Redevelopment 20.78 

Sales Tax 18.12 

Airport, Harbor and Tolls 17.94 

Mello Roos / Assessment 15.40 

Other Revenue 66.96 
Source: Thomson Financial.  From Jan 2000 to September 28, 2008. 
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Enterprise Revenue Bonds
 

� Payable out of project or 
system revenue 
� Municipal enterprises include 

• Electric 
• Water 
• Sewer 
• Wastewater 
• Solid Waste 
• Airports 
• Ports  
• Parking 
• Bridges & Toll Roads 

� Not-for-Profit Health Care 
Systems 
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Enterprise Revenue Bonds
 

� Gross Revenues or Net Revenues of a Sample Flow of Funds or “Waterfall” 
system or enterprise can be pledged 
•	 Net Revenues = Gross Revenues 

minus operating and maintenance cash 
expenses (depreciation excluded) 

� Revenue Bond Market Requires Debt
Service Coverage 
•	 Cash cushion from gross revenues or 

net revenues 
• 	 Typical debt service coverage ratios 

range from 1.10 to 1.50 

�	 Other Key Revenue Bond Features 

•	 Rate covenants 

•	 Additional bonds test 

•	 Often revenue “bonds” are issued as 
Certificate of Participation (COPs) 

GROSS REVENUES 

Less: Operating Expenses 

NET REVENUES 

Senior Debt Service 

Subordinate Debt Service 

Replenish Debt Reserves 

Issuer Equity/Reserves 
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Example: City of Solana Beach Wastewater Revenue Bonds
 

�Amount: $9,825,000 

�Sale Date: January 4, 2007 

�Purpose: Replace main pipeline under San 
Elijo Lagoon and rebuild Eden 
Gardens and Solana beach pump 
stations. 

�Security: Wastewater System Revenues 

�Coverage: 1.2x (min)/2.3x (actual)     

�Rating: A+ 
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Sales Tax Revenue Bonds
 

� Levy of local sales tax approved by 
voters 
� Typically used for: 

• Transportation and Transit Projects 
– SANDAG “Transnet” 
– OCTA  “Measure M” 
– LAMTA  “Proposition A and C” 

• Local Capital Projects 
– City of Vista 

• Deficit Financing 
– State of California ERBs 

� Passive tax with no rate covenant 
� Coverage can range from 1.10 – 1.50 

times 
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Example: State of California Economic Recovery Bonds
 
�Amount: 

�Sale Date:      

�Purpose: 

�Security: 

�Coverage: 

�Rating: 

$3,179,260,000 

February 7, 2008 

Finance portion of State’s budget 
deficit 

¼ cent statewide sales tax.  Also 
general obligation of the State. 

1.10x (min)/1.39x (actual) 

Aa2/AA+/AA­
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Redevelopment Agency – Tax Allocation Bonds
 

� Redevelopment agencies creatures of State law 

� Project area: created in “blighted” area 

� Base year: assessed value for ad valorem 
property tax when the project area is formed 

�	 Incremental value: increases in assessed value 
above base year thereafter 

�	 Tax increment revenues: 
•	 Flow to redevelopment agency 

•	 Approximately 1% of incremental value, net of pass 
through payments 

•	 20% set-aside for housing 

�	 Tax Allocation Bonds are secured by tax 
increment revenues 

•	 Typical coverage requirement is 1.25 to 1.5 times 
annual debt service 

Largest California TAB issuers 
 

San Jose
 

Riverside
 

San Diego
 

Pittsburg 


Palm Desert 


Industry 


Oakland 


Rancho Cucamonga 


San Marcos
 

Los Angles
 

40 



 

                                      

Example: Palm Desert Redevelopment Agency 
 

�Amount: $19,000,000 

�Sale Date:      July 15, 2003 

�Purpose: Acquisition of land southwest of 
Highway 74, parking improvements, 
renovation of College of the Desert 
swimming pool, widening of certain 
roads 

�Security: Portion of taxes levied upon taxable 
property in the Project Area 

�Coverage: 1.15x (min)/1.61x (actual) 

�Rating: AAA/AAA (insured) 

41 



 

Assessment District and Community Facilities District Bonds
 

�	 Special purpose districts established by local government 
•	 Establish district boundaries, eligible projects, cost estimates and allocation of annual 

assessments or special taxes among property owners 

�	 Two primary types: 
•	 Assessment District (1915 Act) 

– Requires 50+% approval and proportional allocation of “special benefit” 

• 	 Community Facilities District or “CFD”  (Mello Roos) 

– Requires 2/3rds approval and simply “reasonable” allocation 

� Public hearing and voter election required 
•	 Landowner vote for undeveloped land 

• Vote by district electorate in CFD with >12 registered voters 

� Bonds are secured by lien on property 
•	 Repaid with annual assessments or special taxes on district property 

•	 Property is subject to foreclosure if taxes aren’t paid 

•	 Sometimes referred to as “land secured” bonds 
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Example: Tustin Community Facilities District No. 06-1 

�Amount: $53,570,000 

�Sale Date:      August 23, 2007 

�Purpose: To pay the cost and expense of 
acquisition and construction of 
infrastructure for 1,454 residential 
housing unit development 

�Security: Net Special Tax Revenues derived 
from the Special Taxes levied upon 
property within the district 

�Coverage: 9.3x value to lien ratio 

�Rating: No Rating 
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Types of Financings – General Creditworthiness 

< Higher Grade 

Types of Financing

            Lower Grade> 

General 
Obligation 

Bond 

Enterprise
Revenue 

Lease Revenue 
(Certificates of
Participation) 

Redevelopment
(Tax Increment) 

Special Tax/ 
Assessment 

Revenue 

Pledge 

“Full faith and 
credit” of issuer. 
Secured by 
property taxes. 

Net revenue of 
system,  with 
rate covenant 

(water or sewer
services, tolls, 
tuition, parking
fees, rent etc.) 

Lease payments
for use of an 
asset (leased
back from third 
party) from
annual general
fund 
appropriations. 

Captures roughly
1% of increased 
assessed value 
in a defined 
redevelopment
project area. 

Special tax or 
assessment on 
property tax bill.
Ultimately,
backed by land
value through
foreclosure. 

Vote 
Requirements 

2/3rds vote
threshold.  
Schools may be
55%. 

No public vote
usually required.
Approve by
Agency Board. 

No public vote
required.
Approved by
Agency Board. 

Board approval.
Public process to
establish project 
area. 

Property owners 
must consent or 
vote on tax 
formula. 
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Short Term Financings 
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Short vs. Long-Term Financings
 

California Municipal Issues (2000 - Present) 
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Source: Thomson Financial.  2008 figures reflect YTD volume as of 9/28/08.  Short term = 13 months or less. 
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Short Term Finance
 

� Tax anticipation and/or revenue anticipation notes 
(TANs, RANs, or TRANs) 
• Typically one year or 13-month maturities, often for cash flow timing 

� Grant anticipation notes (GANs) 
• 	 Accelerates project and construction dollars ahead of Federal, State 

or other grants expected to be received. 

�	 Bond anticipation notes (BANs) 
• 	 Short-term notes expected to be paid from proceeds of a long-term 

bond issue. 
• 	 Commercial Paper (CP) can also be a form of BANs 
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Fixed versus Variable Rate 


Financings 
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Mode: Fixed vs. Variable Rate Financings
 

California Municipal Issues (2000 - Present) 
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Fixed Rate Bond Characteristics 
 

� Fixed rate bonds – issuer pays a series of fixed rates of 
interest for the life of the bonds until they mature. This 
rate is fixed on the day of pricing. 

Issuer 

Investor 

Fixed 
 

Rate
 

z Interest rate is fixed until maturity, or at least 
until earliest call date 

z Interest is paid semiannually 
z Issuer achieves budgetary certainty on debt 

payments 
z Costs associated with the bonds are paid up 

front: underwriter’s fee, printing, legal, credit 
enhancement 
(if any) 
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Types of Variable Rate Products Used by California Issuers
 

California Variable Rate Issues (2000 - Present) 
 

Pa
r A

m
ou

nt
 ($

B
ill

io
ns

) 

25.00 

20.00 

15.00 

10.00 

5.00 

-

6.50 
8.80 

10.84 

7.72 

11.11 
8.68 

6.09 
7.72 

15.68 
0.49 

0.45 

10.04 

4.71 

6.29 

4.07 

3.05 

6.40 

-

VRDO Auction CP 

2000 2001 2002 2003 2004 2005 2006 2007 2008 

Source: Thomson Financial.  2008 figures reflect YTD volume as of 9/28/08. 
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Variable Rate Bond Characteristics 
 

� Variable Rate Demand Obligations / Notes / Bonds (VRDOs, VRDNs, 
VRDBs) – issuer pays a rate of interest that is reset periodically at 
predetermined intervals 

Issuer 
z Coupon is reset by a remarketing agent and can be benchmarked to an 

index such as BMA (tax-exempt) or LIBOR (taxable) 

z Bondholder has right to “put back” the bond to the remarketing agent 
Variable 

z Credit Enhancement and Liquidity typically required 
Rate 

z Interest is usually paid on a monthly basis 
Variable Rate 

Bonds 
z Issuer pays ongoing support costs over the life of the bonds 

(remarketing and liquidity), in addition to up-front costs (placement fee, 
legal, insurance, etc.) 

� Auction Rate Securities (ARS) – debt instruments with a long-term maturity in 
which the interest rate is periodically reset through a dutch auction process 
� Commercial Paper (CP or TECP) – short-term promissory note backed for 

liquidity purposes by a dedicated source of immediately available funds 
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Credit Enhancement Typically Required for VRDOs
 
• Letter of Credit (LOC) 

¾  A form of supplement or, in some cases, direct security for a municipal bond under which a 
commercial bank or private corporation guarantees payment on the bond under certain 
specified conditions. 

¾  A LOC is needed for issues rated below Aa/AA. 

• Liquidity 

¾  Provides access to cash in cases of failed remarketing. 

¾  Issued by local or national bank for 1, 2, 3 or 5 year terms. 

• Bond Insurance 

¾  Paid upfront, similar to Fixed Rate bond issue. 

¾  Due to monoline insurer crisis, only Berkshire Hathaway (BHAC), Financial Security 
Assurance (FSA) and Assured Guaranty remain viable options on a select basis*. 

*as of September 8, 2008 53 



 

Why Variable? Rates Have Generally Been Lower than Fixed. 

Historical Statistics
 

30-Year MMD SIFMA 
8.00% 

0.00% 
Sep-98 Sep-99 Sep-00 Sep-01 Sep-02 Sep-03 Sep-04 Sep-05 Sep-06 Sep-07 Sep-08 

30-Year MMD SIFMA 

1.00% 

2.00% 

3.00% 

4.00% 

5.00% 

6.00% 

7.00% 

Max 6.04% 7.96% 
Average 4.84% 2.57% 
Min 3.92% 0.70% 
Current 5.13% 7.96% 

For illustration purposes only. Past performance may not indicate future results.  Rates as of 09/24/08. 
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Summary - Continued 
 

FIXED RATE DEBT VARIABLE RATE DEBT 
ADVANTAGES 

9 Fixed payments until maturity. 
9 Easy for budgeting purposes. 
9 Credit risk based upon self, not third 

party institution. 

DISADVANTAGES 

9	 Tend to bear higher interest rates. 
9	 Tend to bear higher prepayment

penalties. 

ADVANTAGES 
 

9 Can potentially be lowest interest cost.
 

9 Usually have no prepayment penalties. 
 

DISADVANTAGES 
 

9 Exposure to higher interest rates.
 

9 Greater upfront costs. 
 

9 Credit risk in downgrade of letter of 


credit or liquidity provider. 
9 Failed auction and/or remarketing could 

lead to penalty rate. 
9 Exposure to future changes in tax law. 
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Types of Documents
 

�  Authority 
• Statute 

• Resolution 

�  Authorizing Documents 
• General Resolution 

• Series Resolution 

• Trust Agreement/Indenture 

�  Financing Documents 
• Loan Agreement/Lease 

Agreement/Installment Sale 
Agreement/Trust Agreement 

�  Offering/Sale Agreements
 

• Official Statement 

• Bond Purchase Contract 

• Letters of Representation 

• Agreed Upon Procedures 
Letter/Consent Letter 

�  Credit Facility Documents 
�  Continuous Disclosure 

Agreement 
�  Opinions 
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Q&A 
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